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KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions at Exchange Rate: 

current prices unless 1982 Jan.—Dec. 

otherwise stated ~ 1981 Jan.-—Dec. 
1980 Jan.—Dec. 


1980 1981 1982 


1981*** 


INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Prices ($ Bil) 21.2 +14.5 


GDP @ Constant 1973 Prices ($ Bil) 12.1 +2.4 
GDP per capita, Current Prices ($) 4,192 +12.8 
GDP per capita,Constant, 

1973 Prices ($) 2,387 +0.8 


= EXPORTS 

Garments . 4,658.2 5,082.0 +2 
Watches and Clocks 1,259.4 1,278.6 +1 
Plastic Toys and Dolls 806.8 931.5 +22 
Electrical Machinery & Appliances 899.3 1,044.2 +4 
Textile Fabrics 689.3 740.8 5 
Transistor Radios 541.1 506.7 -1 
Metal Manufactures 408.0 364.3 +1 

Registered Industrial Employment ('000) 9892 905 

Registered Industrial Vacancies ('000) 37 48 

Real Average Daily Wage Index ('74=100) 130 133 

Tourist Arrivals ('000) 2,301 2,535 2,609 


MONEY & PRICES 
Money Supply (M2 $Bil) 19.3 21.0 34.1 
Redefined Money Supply (M3 $Bil) 27.8 31.8 41.4 
External Public Debt 34.1 46.5 41.9 
Prime Lending Rate (%) 12-17 16-20 10.5-16 
Seng Consumer Price 
Index (1980=100) 108 122 


FOREIGN TRADE 

Domestic Exports (FAS) 13,653.3 14,475.0 
To U.S. 4,524.6 5,255.6 

Re-exports (FAS) 6,022.8 7,512.4 
To U.S. 617.8 751.3 

Imports (CIF) 22,361.5 24,905.5 
From U.S. 2,645.7 2,599.4 


TRADE WITH U.S. 1982: 
Exports: Imports: 
Garments 1,910.0 Elec. Machinery, Apparatus 278.8 
Plastic Toys & Dolls 518.2 Office Machines & Computers 233.6 
Electrical Machinery 509.9 Fruit & Vegetables 173.8 
Watches & Clocks 413.3 Gems 135.9 
Office Machines & Computers 284.3 General Industrial Machinery 118.6 
Radio Receivers 185.5 Plastic Materials 103.7 
Textile yarn, fabrics 97.4 Textiles Fibers & Waste 88.7 

* Provisional estimates ** Preliminary estimates *** Computed from HK$ figures 


(Note: The percentage changes are not always comparable with the yearly figures 
because of exchange rate variations) 





SUMMARY AND OUTLOOK 


The Hong Kong economy is recovering from a difficult year in 
1982. Accustomed to double digit real growth, Hong Kong 
officials predicted 8 percent and realized only 2.4 percent. 
Hong Kong's exports slackened with the world recession, 
although exports to the United States held up slightly better 
than the overall average. Unemployment and underemployment: 
increased slightly. Property prices declined further from 
their 1981 peak and this caused financial difficulties for a 
few major property-based firms and finance companies (registered 
Deposit Taking Companies--DTC). The Hong Kong Government 
budget, normally in surplus, forecasts deficits for FY82/83 and 
FY83/84, reflecting the fall in its revenue from land sales and 
decreased economic activity. On the positive side, inflation 
eased in 1982 and by year-end some manufacturers’ order books 
had improved, aided by the Hong Kong dollar's depreciation in 
the fall. In the current world recession, trade with China has 
become more important. Spurred on by the expiration of the New 
Territories lease in 1997, China and Great Britain are 
discussing Hong Kong's future political status. Both sides 
have expressed a commitment to maintain Hong Kong's prosperity 
and stability. 


For 1983 performance is expected to be better but growth will 
depend on recovery in Hong Kong's major markets, including the 


United States. With underutilized capacity, lower interest 

and inflation rates, high unemployment and underemployment, the 
depreciated Hong Kong dollar, and lower rents and property 
prices, the Hong Kong economy should be able to react quickly 
to any revival of export demand. 


The United States remains Hong Kong's largest foreign investor 
and trading partner. At the end of 1981, according to U.S. 
Department of Commerce statistics, U.S. investment in Hong Kong 
reached US$2.7 billion. The United States is the major foreign 
direct investor in Hong Kong's manufacturing sector with 

47 percent of total investment, followed by Japan with 

30 percent. Total two-way trade reached US$44.5 billion and 
$8.6 billion of this was with the United States in 1982. The 
United States absorbed 38 percent of Hong Kong's total domestic 
exports last year. As a supplier, the United States ranked 
third, after China and Japan. Our share of Hong Kong's import 
market declined slightly to 11 percent. 


Best prospects for U.S. exports to Hong Kong include electronic 
components, electronics industry production and testing 
equipment, quality cotton textile and synthetic blend fabrics, 
consumer goods, business and office equipment, and computer and 
peripheral equipment. The re-export of U.S. products to China 
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via Hong Kong also offers growing opportunities. Hong Kong's 
re-exports to China from the United States totalled 
US$170 million in 1982, an increase of 82 percent over 1981. 


Modernization of China's economy will be increasingly important 
to Hong Kong's economy in the longer term and a continuation 

of the rapidly growing economic links with China will be 
important to business confidence in Hong Kong. Hong Kong's 
role as an entrepot and service center is stimulated by China's 
modernization and growing international trade. China is the 
largest source and market for Hong Kong's re-exports while 
these account for twelve percent of China's foreign trade. 

Hong Kong offers manufacturing technology, marketing expertise, 
a deep water container terminal, an international airport, and 
a very active international financial community for use in 
China's economic development. China's offshore oil exploration 
will enhance PRC-Hong Kong ties. The role of foreign oil 
companies will help Hong Kong play an important support role. 


CURRENT ECONOMIC SITUATION AND TRENDS 


IMPETUS FOR ECONOMIC GROWTH: Traditionally, exports lead 

Hong Kong's economic growth. However, from 1980 through 1982, 
domestic demand not export expansion drove Hong Kong's economic 
growth. In 1982, growth of domestic demand also slowed rapidly. 
Private consumption expenditure (adjusted for inflation) grew 
only two percent while Government consumption expenditure grew 
eight percent. Public expenditures on capital works increased 
substantially, with the continuation of a large public works 
program, including public housing and continued construction of 
the Mass Transit Railway's line on Hong Kong island. Exports 
were depressed by low demand in Hong Kong's major export 
markets, particularly the United States. The outlook for 
domestic exports this year will depend on recovery in those key 
markets. 


FOREIGN TRADE 


DOMESTIC EXPORTS: Hong Kong's exports could regain their 
traditional role if the world recession abates and protectionist 
pressures do not increase. The prolonged recession in Hong 
Kong's international markets still adversely affected Hong 
Kong's manufacturing sector at the beginning of this year. 

After a period of adjustment in 1982, Hong Kong's relatively 
deflated internal cost/price structure and spare productive 
capacity mean the economy is well placed for any revival of 
export demand. Hong Kong's manufacturers, noted for their 
flexibility, will react rapidly to signs of recovery in 
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the U.S. economy. The Hong Kong Government expects demand for 
Hong Kong's domestic exports and re-exports to grow in real 
terms by five percent and twelve percent respectively in 1983, 
with total exports growing seven percent; imports are expected 
to grow by seven percent. 


The world recession slowed the pace of Hong Kong's domestic 
export growth in 1982. These increased only three percent in 
current prices while declining three percent in real terms. 
Domestic exports to the United States, although down 
substantially from previous years, fared better than those to 
other major Western markets. Domestic exports to the United 
States increased seven percent by value, significantly below 

the growth rates of 29 percent registered in 1981 and 20 percent 
in 1980. Nevertheless, the United States remained Hong Kong's 
largest domestic export market, taking 38 percent of Hong Kong's 
domestic exports (value) in 1982, up from 36 percent in 1981 

and 33 percent in 1980. The depreciation of the Hong Kong 
dollar vis-a-vis other currencies helped Hong Kong to sell its 
products in the American market. 


During 1982, Hong Kong's domestic exports to its second largest 
market, the United Kingdom, declined by 7 percent in value. 
This poor performance reflects the British recession and 
sterling's sharp depreciation. Domestic exports to the number 
three market, West Germany, leveled off, while domestic exports 
to Japan expanded by 8 percent. China overtook Japan in 1982 
to become the fourth largest market for Hong Kong's domestic 
exports, absorbing 5 percent of total domestic exports by value. 
Hong Kong's domestic exports to China increased 30 percent by 
value in 1982. Compensation trade and processing arrangements 
between Hong Kong and China led to a rapid increase in 

Hong Kong's exports of raw materials and semi-manufactures to 
China. 


Garments continued to be Hong Kong's number one export item, 
representing 35 percent of total domestic exports by value. 
However, in sharp contrast to the increasing growth rates 
registered in recent years, domestic exports of textiles and 
clothing declined 7 percent in real terms in 1982. Domestic 
exports of products other than textiles and clothing increased 
Slightly by 1 percent in real terms. Domestic exports of 
footwear and electronic components diminished in real terms; 
domestic exports of watches and clocks and metal manufacturers 
registered limited growth; domestic exports of toys and dolls 
increased more substantially. 


Last year the United States and Hong Kong negotiated a textile 
agreement restraining Hong Kong's exports of textiles and 
garments made of cotton, wool and man-made fibers to the 
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United States for 6 years beginning January 1, 1982. Hong Kong 
also concluded a textile agreement with the European Economic 
Community (EEC) for 4 years effective January 1, 1983. Both 
the U.S. and EEC agreements were more restrictive than Hong 
Kong's earlier agreements. Many restrictions, however, are 
quantitative. This leads Hong Kong manufacturers to "trade up" 
- to produce higher value goods. The relative importance of 
Hong Kong's garment sector will continue in the medium term. 
Hong Kong's long term export prospects will depend on increased 
exports of high-technology products such as electrical and 
electronic equipment, telecommunications equipment, electronic 
components, and computer parts. 


RE-EXPORTS: In 1982, entrepot trade also declined. Hong Kong's 
exports are divided into domestic exports (goods manufactured 

in Hong Kong) and re-exports (goods for which Hong Kong is only 
an entrepot or transfer point). Hong Kong's re-exports declined 
by three percent in real terms in 1982 compared with an average 
30 percent annual growth registered during 1978 to 1981. 
Re-exports accounted for 35 percent of Hong Kong's total 

exports in 1982. 


The expansion of China's international trade and Hong Kong's 
growing economic links with China provided the major impetus 

to the growth of re-exports and the reemergence of Hong Kong as 
an important entrepot. China continued to be the largest 


source (33 percent) and market (18 percent) for Hong Kong's 
re-exports. Totalling US$2,421 million, re-exports of China's 
products via Hong Kong increased 14 percent by value last 

year. Following China, other major suppliers of re-exports 
were Japan (20 percent), the United States (11 percent), and 
Taiwan (6 percent). Hong Kong's re-exports to China reached 
US$1,317 million last year, a slight decline of 1 percent in 
value terms over the previous year. Other major markets for 
Hong Kong's re-exports were the United States (13 percent), 
Indonesia (10 percent), Singapore (8 percent), Japan (6 percent) 
and Taiwan (6 percent). Goods re-exported via Hong Kong consist 
mainly of consumer goods, raw materials, and semi-manufactures. 


IMPORTS: Growth of imports also slowed in 1982. Total imports 
increased only three percent in current prices while declining 
three percent in real terms. Reflecting the sluggish outlook 
in the export sector, imports of raw materials and semi- 
manufactures declined six percent last year. The year-on-year 
growth rate of retained imports of raw materials and 
semi-manufactures in real terms has been negative for five 
consecutive quarters since the fourth quarter in 1981 in 
reaction to the unpromising order book position of Hong Kong's 
manufacturers. Concomitantly, capital goods imports also 
declined due to the slowdown in industrial activity and in 
investment expenditure. 
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China overtook Japan in 1982 as Hong Kong's number one 
supplier. China, Japan, and the United States registered 
market shares of 23 percent, 22 percent, and 11 percent, 
respectively. Hong Kong's imports from Asian countries other 
than China all registered negative growth rates. 


IMPORTS FROM THE UNITED STATES: Despite a fall in its share, 
the United States remained Hong Kong's third major import 
supplier. The U.S. share of the Hong Kong market declined 
Slightly to 11 percent in 1982, down from the 12 percent market 
share enjoyed since 1970. In 1982, the United States was 

Hong Kong's largest supplier of textile fibres, computer 
products, and scientific instruments, and the second largest 
supplier of food, crude materials, and machinery and transport 
equipment. Imports from the United States with the most rapid 
import growth included scientific instruments (up 32 percent), 
tobacco (up 30 percent), and general industrial machinery (up 
18 percent). Hong Kong's imports of American textile fibres 
grew by six percent last year - a slight recovery from their 
sharp decline last year. 


BALANCE OF TRADE: Since total exports grew at a slightly more 
rapid pace than imports, Hong Kong's trade deficit narrowed to 
US$2.6 billion in 1982, compared with US$2.9 billion in 1981. 


INVISIBLE TRADE: Hong Kong's trade deficit was, as usual,. 
offset in part by a net surplus in invisible export earnings 
which consist mainly of receipts from tourism, transportation, 
and financial services. The number of incoming tourists 
increased by 3 percent last year. Overseas travel by Hong Kong 
residents increased at a faster pace of 6 percent. Altogether, 
Hong Kong's invisible trade surplus reached US$1.5 billion in 
1982, leaving a net deficit of US$1.15 billion in Hong Kong's 
current account. 


LABOR AND PRICES 


UNEMPLOYMENT AND WAGES: The supply of labor grew at a slightly 
faster pace than demand, causing Hong Kong's unemployment rate 
to increase from a seasonably adjusted 3.6 percent in September 
1981 to 4.4 percent in the last quarter of 1982. Since the 
Hong Kong Government abandoned its "“touch-base" policy for 
illegal immigrants in October 1980, the increase in labor 
supply has been mainly attributable to the growth of the local 
working age population. Hong Kong's population, including 
Vietnamese refugees, reached 5.29 million at the end of 1982, 
representing an annual growth of 1.6 percent. However, because 
of changing age structure, population of working age expanded 
more rapidly than the population as a whole. Hong Kong's 
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economic slowdown plus the property market slump slackened the 
demand for labor particularly in the manufacturing, building, 
and construction sectors. Industrial labor's nominal wages 
increased by an annual rate of 10.8 percent at the end of 
September 1982. Discounting for inflation, wages in the 
manufacturing sector actually experienced a slight decline of 
one percent while salaries in the tertiary services sector 
continued to increase. For the immediate future, the financial 
and services sector will provide better wages and employment 
opportunities than the manufacturing sector where unemployment 
could increase further. 


PRICE INDEXES: Slackened domestic aggregate demand, falling 
property prices and rentals, and the general softening of world 
commodity prices helped to ease the rate of inflation. The 
Hang Seng Consumer Price Index for higher income families 
increased by 11.7 percent, while the indexes for lower and 
middle income families rose by 10.6 percent and 10.8 percent 
respectively in 1982. The sharp depreciation of the Hong Kong 
dollar exerted a mild upward pressure on import prices. Hong 
Kong's inflation rate for lower income families is expected to 
abate from 15 percent in 1981 and 10.6 percent in 1982 to 

9 percent in 1983. 


THE FINANCIAL SECTOR 


MONEY AND BANKING: The broadly defined money supply, M3 (coins 
and currency in circulation and held by banks, demand, time, 
and savings deposits and negotiable certificates of deposit 
with banks and DTC's) totalled US$41.4 billion at the end of 
1982, up 42.3 percent from a year ago. This figure has been 
inflated by the depreciation of the Hong Kong dollar and the 
inflow of foreign currency deposits. In 1982, total loans 

and advances by banks and deposit-taking companies rose by 

29 percent. 


1982 saw the financial sector affected by legislative changes 
and the mood of political and economic uncertainty. A bank run 
in September 1982, sparked by unfounded rumor, quickly subsided 
following reassuring statements from the Government and other 
banks. Nine new banks were licensed in 1982 of which eight 
were foreign-incorporated. At the end of February 1983, 128 
licensed banks operated in Hong Kong, including 93 foreign 
banks incorporated outside of Hong Kong from 20 different 
countries. There are now 20 American banks licensed in Hong 
Kong. At the end of February 1983, Hong Kong had 356 deposit- 
taking companies (DTC's), most of which were incorporated in 
Hong Kong. Seven DTC's had their licenses revoked early this 
year (see below). 
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To foster Hong Kong's role as an international financial center, 
the Hong Kong Government abolished all withholding interest tax 
on foreign currency deposits, effective February 25, 1982. The 
Government also reduced the interest tax on Hong Kong dollar 
deposits from 15 to 10 percent to minimize pressure on the 
local currency. Hong Kong's foreign currency deposits increased 
more than two-fold in 1982 to reach U.S.$16.3 billion by 
year-end. Hong Kong dollar deposits increased by 1 percent 
during the same period. The rapid increase in foreign currency 
deposits reflects the Government's tax policy, the continued 
inflow from other Asian countries, the mood of uneasiness over 
Hong Kong's future, and the depreciation of the Hong Kong 
dollar. 


In an attempt to improve its control over monetary policy, the 
Government undertook reforms of Hong Kong's monetary system 
which substantially altered the banking sector's deposit 
structure. The introduction of the three-tier monetary 
system in 1981 required registered DTC's to reduce their 
less-than-three-months deposits by the end of June 1982 to 

50 percent of the June 1981 level and to eliminate all such 
deposits by the end of June 1983. Effective March 1, 1982, 
the Government exempted from interest rate control deposits 
with banks of not less than HK$500,000 with terms of maturity 
of less than three months. This meant the banks could now 
compete freely with DTC's for larger deposits. Deposits with 
DTC's dropped from 36 percent of total deposits at the end of 
1981 to 19 percent at the end of 1982. Their share will further 
decrease as the three-tier system is completed in mid-1983. The 
transition process has not been a smooth one. The need for 
adjustments was exacerbated by the fall in property prices. 
Early in 1983, seven DTC's had their registration revoked 
because they failed to satisfy the statutory liquidity 
requirement. Some additional DTC's may also experience 
problems. 


INTEREST RATES: Hong Kong's interest rates declined in line 
with the U.S. prime rate. Hong Kong's prime lending rate 
stabilized at 16 percent between December 7, 1981 and May 31, 
1982, and subsequently declined in six successive downward 
adjustments, to 10.5 percent on December 30, 1982. Since then, 
it has remained unchanged as of March 31, 1983. The outlook 
for interest rates in 1983 will depend on local inflation 
trends, interest rates abroad, and demand for funds here. 


EXCHANGE RATES: The Hong Kong dollar's trade weighted exchange 
rate index strengthened in the first half of 1982 and then, 
beginning in late September, weakened substantially due to 
anxieties over Hong Kong's future. The trade-weighted exchange 
rate index stood at 80.1 at the end of 1982, down from 85.9 at 
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the end of 1981. Over the same period the import-weighted 
index declined by 6 percent and the export-weighted index 
declined by 8 percent. The Hong Kong dollar remained stable 
against the U.S. dollar in the first half of 1982 at around 
HK$5.80 equals US$1. The mood of political uncertainty and the 
strength of the U.S. dollar caused a rapid depreciation to 
reach HK$6.86 (buying rate) per U.S. dollar on October 27. 

The subsequent weakening of the U.S. dollar against other major 
currencies and the return of relative calm in Hong Kong caused 
the Hong Kong dollar to recover partially. For the year as a 
whole, the Hong Kong dollar depreciated 12.6 percent from 
HK$5.66 equals US$1 (buying rate) at the end of 1981 to 
HK$6.48 equals US$1 at the end of 1982. As of March 31, 1983, 
the rate was HK$6.71 equals US$1. 


STOCK AND PROPERTY MARKETS: The volatile Hong Kong stock market 
in 1982 reflected jitters over Hong Kong's future, falling 
property prices, financial difficulties of some property based 
firms and DTC's, and the poorer than expected performance of 

the Hong Kong economy. The stock market closely reflects 
property market trends because many shares listed belong to 
property companies and firms with large property holdings. 

The Hang Seng Stock Index closed the year at 784 (1964 = 100), 
44 percent lower than at the end of 1981. By March 31, 1983, 
the index had recovered partially to reach 996. 


Property prices have plummeted from their early-1981 peak 
which many observers saw as overly inflated. Except for prime 
business locations and lower cost residential properties 
values in general fell about 40-50 percent in 1982. The 

new 20-year commercial mortgage terms offered to potential 
home-buyers and the downward adjustment of interest rates may 
help to boost demand. However, the condition of over-supply 
is likely to continue in 1983. A significant upturn in 

Hong Kong's property market will depend on economic recovery 
and confidence in Hong Kong's long-term future. 


THE PUBLIC SECTOR 


The Hong Kong Government, which traditionally enjoys budget 
surpluses, registered a deficit for FY82/83 and projects 
another deficit next year. The estimated US$619 million 
deficit reflected the drastic shortfall in revenue from 
Government land sales. The Government will use a portion of 
the official reserves to finance the deficit. Hong Kong's free 
fiscal reserves at the beginning of FY83/84 are estimated at 
US$1.7 billion or 6.5 percent of GDP in 1983. 
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Hong Kong's Financial Secretary, John Bremridge, in his 
February budget speech, announced an increase of indirect taxes 
estimated to raise an additional US$455 million in FY83/84. He 
proposed no change to the direct tax structure. (The salaries 
tax will remain at 15 percent and the corporate profit tax at 
16.5 percent.) The Government estimates total revenue for 
FY83/84 at US$4.9 billion. This year only 9 percent of the 
Government's revenue is estimated to derive from land sales as 
compared with 35 percent in 1980. Government expenditure 
estimates total US$5.4 billion. Social and community service 

- expenses will draw the lion's share. Public sector expenditure 
is slated to increase by 3 percent in real terms and account 
for 24.1 percent of Hong Kong's GDP. Even with indirect tax 
increases, the Government projects a budget deficit of 

US$486 billion in FY83/84. 


IMPLICATIONS FOR THE UNITED STATES 


Hong Kong offers many opportunities for U.S. exporters. 
Although Hong Kong's image abroad is often that of a small 
marketplace, it ranks among the top twenty-five U.S. export 
Markets. Hong Kong enjoys one of the fastest growing economies 
in East Asia and the world. The outlook is for continued 
expansion. To maintain its rapid growth, Hong Kong is moving 


from dependence on exports of textiles, garments, and low-priced 
consumer goods towards more sophisticated manufactured products 
in an effort to diversify the economy and establish a reputation 
for high quality production. U.S. firms can contribute to 

Hong Kong's industrial diversification efforts by aggressively 
pursuing the markets generated by Hong Kong's new needs. 


The potential for sales by U.S. firms already exists. 

Hong Kong's consumers are increasingly affluent. Per capita 
GDP jumped from US $1612 in 1973 to almost US$5000 in 1982 -- 

a real growth of 73 percent in 1973 constant market prices. In 
addition to servicing Hong Kong itself, U.S. firms should also 
explore Hong Kong's growing role as an entrepot for trade with 
China and the region. 


While opportunities abound, Hong Kong's open market is very 
competitive. The Hong Kong Government is committed to free 
trade. There are virtually no import or export restrictions. 
Tariffs are levied on only three items: tobacco products, 
liquor, and hydro-carbon oils. U.S. firms will face tough 
competition from Japan and China, Hong Kong's two major import 
markets. Because the Hong Kong market is so open, U.S. 
companies must offer not only competitive prices, but also 
reliable supply with assured delivery times and after sales 
service. Local customers often seek assurances that new U.S. 





firms will remain committed to the Hong Kong market and serve 
as reliable supply sources regardless of economic swings in the 
U.S. economy. 


BEST PROSPECTS 


U.S. suppliers will find export prospects are particularly good 
for electronic components, electronic industry production and 
testing equipment, construction services, textile fabrics and 
machinery, consumer products, sophisticated business equipment, 
computers and peripheral equipment, software packaging, health 
and medical care equipment, hotel and restaurant equipment, 
packaging equipment, commercial and house security equipment, 
material handling equipment, industrial safety equipment, 
grocery items, processed foods, and raw fruits and vegetables. 
Areas with excellent prospects are highlighted below. 


Hong Kong's electronics industry is one of Hong Kong's most 
rapidly growing and quickly changing industries. The industry's 
close connections with the American electronics industry and 
current emphasis on sophisticated production highly favor 
American technology. This creates excellent opportunities for 


U.S. suppliers of electronic industry production and testing 
equipment. 


Quality U.S. cotton textile and synthetic blend fabrics, 
especially polyesters, should be competitive. Locally, 


American fabric producers are considered to be among the 
world's most advanced manufacturers of fabrics, capable of 
producing high quality goods at competitive prices. U.S. 
fabric suppliers, however, account for a mere 2 percent share 
of the Hong Kong market. Local textile and §arment 
manufacturers are now actively encouraging American fabric 
makers to aggresively pursue the Hong Kong market. 


Despite the overall decline in 1981 in Hong Kong's consumer 
goods imports, the demand for U.S. - manufactured consumer 
goods among Hong Kong's middle and upper income spenders, plus 
the numerous tourists, should pick up in the future. 


American suppliers should profit from the growing demand for 
sports equipment, household labor-saving devices, convenience 
items, small appliances, linens, towels, and cotton bedsheets. 
The expanding Hong Kong market for apparel, particularly 
childrens's wear, casual, leisure and sportswear, also present 
sales opportunities. 
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The large number of multinational firms established here 

creates a strong demand for business and office equipment and 
computers and peripheral equipment. American suppliers are 

also competitive in the rapidly growing market for minicomputers 
and software. The most favorable prospects are for equipment 
which saves office space either by reducing filing or labor 


force requirements and for equipment which can rapidly transmit 
or process information. 


Other sales opportunities for alert U.S. firms also abound. 
Hong Kong's new hospitals and expanding health care facilities 
offer good opportunities for U.S. suppliers of medical and 
health care equipment. The continued growth of tourism in 

Hong Kong, Macao, and China means new hotel and resort projects 
and expanded demand for hotel and restaurant equipment. To 
promote their exports, Hong Kong industrialists are emphasizing 
the importance of more attractive packaging for consumers and 
better protected packaging for shipment. The market for 
residential and commercial security equipment presents good 
prospects for American suppliers. The demand for commercial 
security equipment has picked up recently because of the 
insistance by Hong Kong's insurance firms that retail outlets 
handling high value merchandise have suitable and adequate 
security systems installed in order to qualify for insurance. 


Other markets which may develop into trade opportunities for 
American firms in the next several years include industrial 


safety equipment, pollution control equipment, energy 
conservation equipment and energy efficient machinery. The 
development of these markets will depend largely on the 

Hong Kong Government's enforcement legislation in these areas. 
Pollution control and energy conservation legislation is 
currently under consideration. Although the market for these 
products is still small, demand is expected to grow. American 
firms entering the market early may gain an advantageous 
position by being among the first to demonstrate the 
effectiveness of their products locally. 


For additional information on best prospects for U.S. exports 
to Hong Kong, the Department of Commerce has a more detailed 
analysis available to American business firms. 


INVESTMENT OPPORTUNITIES 


Hong Kong welcomes foreign investment to diversify its 
industrial base and develop high technology industries. At 

the end of 1981, according to U.S. Department of Commerce 
statistics, U.S. investment in Hong Kong reached US$2.7 billion, 
including US$697 million in the trading sector, US$470 million 
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in the manufacturing sector, US$299 million in banking, 

US$423 million in finance (except banking), $267 million in the 
petroleum industry, and US$498 million in other industries. 
Hong Kong Government statistics indicate the United States is 
the major foreign direct investor in Hong Kong's manufacturing 
sector with 47 percent of total investment, followed by Japan 
(30 percent), and the United Kingdom (6 percent) as of the end 
of 1982. 


U.S. investment can provide not only additional capital, but 
also the advanced technology, new ideas, and sophisticated 
management which will be needed to move Hong Kong's economy to 
a higher, more sophisticated stage of development. The more 
promising investment areas are: electronics, including printed 
circuit boards, semi-conductors, computer assembly and software, 
business machines, instrumentation and automated industrial 
controls and advanced consumer electronics; electrical 
equipment, including motors, transformers, electrical 
accessories and electrical appliances; optics, including 
cameras, microscopes, glasses and binoculars; 


telecommunications equipment, ranging from push button 
telephones to terminal equipment; light industrial metal 


manufacturing, processing and engineering equipment; basic 
plastic material manufacturing equipment, including the full 
range of advanced finished products and components made of 
plastic materials; and building supplies and materials. 


Potential deterrents to future decisions to invest in Hong Kong 
include such factors as over-crowding, the cost of office and 
residential spaces, and severely strained infrastructure 
facilities, particularly in the transport sector. On the 

other hand, Hong Kong offers substantial advantages, excellent 
communications with the entire region, and ready access to a 
broad spectrum of financial and related services. 


CHINA DIMENSION 


The fundamental question regarding Hong Kong - China relations 
and the future of Hong Kong which arises because the New 
Territories lease expires in 1997 - is still unresolved. This 
has not, however, had an adverse effect on American business. 
During Prime Minister Margaret Thatcher's September visit to 
the PRC, Britain and China agreed to discuss Hong Kong's 
future. Talks are under way. Both sides have announced their 
commitment to maintain the prosperity and stability of 

Hong Kong. U.S. firms can take advantage of Hong Kong's 
economic relations with China which continue to develop 
rapidly. Hong Kong's transportation and communication links to 
China have mushroomed in the last several years. Regular 
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direct-train, bus, truck car, ferry, hovercraft and plane 
service now link the two. Telex and telephone links are 
expanding quickly. Hong Kong sells some electricity to 
Guangdong Province, and uses coal from China to fire local 
generating plants. A joint nuclear power station is under 
serious consideration. Two-way trade between Hong Kong and 
China has expanded dramatically and reached US$7.37 billion 
in 1982, representing an 11 percent increase over 1981. In 
addition, compensation trade agreements, joint ventures and 
wholly owned investments, particularly in the Special Economic 
zone on the Hong Kong border, are increasing. 


Because of its close proximity to China, Hong Kong plays an 
important role as an entrepot for trade between China and 
the United States. Re-exports of American goods to China 
through Hong Kong increased by 82 percent in 1982, reaching 
US$170.3 million, while, at the same time, Chinese products 
re-exported via Hong Kong to the United States reached 
US$588.8 million, up 27 percent. 


It is this unparalleled access to China which allows Hong Kong 
to function as an excellent base for U.S. firms interested in 
exploring the China market. Local staff fluent in both English 
and Chinese are readily available. Consulting firms offer a 
wide range of necessary services, including legal advice, 
travel arrangements, translation, packaging, shipping, and 


market surveys. The active American Chamber of Commerce in 

Hong Kong arranges numerous programs, including speakers, 

trips, and special interest committees, to assist in learning 
about and penetrating the China market. Thus despite the recent 
opening of China to foreign residents, many China traders 
continue to find Hong Kong a highly desirable base area from 
which to pursue commerce with China. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:501 











